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Dear Mr. Caton:

On June 10, 1996, Tom Morrow and Don Shepheard of Time Warner
Communications met with Gina Keeney, Larry Atlas, Edward Krachmer, Melissa
Newman, Tim Peterson and Richard Metzger of the Common Carrier Bureau.
The discussion reflected comments filed by Time Warner in the above-referenced
proceeding and included reference to the attached documents.

Sincerely yours,

el Wellsr

Carol A. Melton

enc.

cc: Gina Keeney
Edward Krachmer
Melissa Newman
Tim Peterson
Larry Atlas
Richard Metzger

Time Warner Inc. 800 Connecticu Avenue NW Suite 800 Washington, DC 20006 Tel 202 457 9224 Fax 202 457 8861



TELECOMMUNICATIONS ACT OF 1996
IMPLEMENTATION OF LOCAL COMPETITION

The Section 252 Pricing Standards differentiate among the facilities/services required
by the various classes of competitor (See Chart)

» Interconnection & Network Elements - Section 252 (d)(1)

- DBased on Cost: Economic Standard (TSLRIC)
— Reasonable Profit: Policy Standard
- Policy considerations should not economically deter facilities-based
investment

¢ Transport and Termination - Section 252 (d)(2)
- Based on Additional Costs: Economic Standard (LRIC)
- Call Termination represents a permanent “last bottleneck”
- While the NPRM suggests that the pricing standard for transport &
termination could be the same as for interconnection & network elements, the

statutory language and economics of the competitive business suggest that
there is a legitimate differentiation.

* Resale - Section 252 (d)(3)
- Retail rates less avoidable costs
- Avoidable cost standard must consider net avoided costs. Wholesale prices
must reflect costs of wholesale functions (billing, collections, customer
services, etc.)
- Artificially-contrived discounts that fund artificially-low rates change the
economics of building competitive facilities !
~ IXCs have attempted to exclude legitimate wholesale costs to justify steep
discounts 1
- IXCs’ strategy has more to do with long distance competition than local
competition. Looking for steep discounts to fund a “pre-emptive strike”
against RBOCs in form of local service price war. (See Wall St. Journal,
5/30/96)
- Relationship of the “cost of interconnection” to the “cost of resale” could
potentially deter facilities-based investment decisions.

Time Warner Communications June 10, 1996



The Commission has authority to adopt Mutual Traffic Exchange under the 1996 Act

o Commission has-broad authority under Section 251 (d)(1) to establish regulations
implementing Section 251 obligations, including reciprocal compensation
obligations in Section 251 (b)(5), and consistent with pricing standards set forth in
Section 252 (d)(2).

-~ » Mutual Traffic Exchange satisfies requirement for “mutual and reciprocal
recovery” of costs by each carrier

e Mutual Traffic Exchange is ngt a system of free interconnection. [t provides each
carrier with a tangible economic benefit whereby carriers receive an “in-kind”
payment rather thar a cash payment.

Adopting a Mutual-Traffic-Exchange approach will help achieve Cangress’ goal of
rapidly establishing competition in the local exchange marketplace

+ Eliminates one of most contentious and time-consuming issues in negotiation.
Texas requirement for nine-month interim period of Mutual Traffic Exchange
may make the difference in TW Comm meeting its planned service roliout.

o  Economically efficient where traffic is relatively in balance and long-run
incremental costs are de minimus.

- There is reason to expect that competitors will not attract a normal sample of
the population segment, resulting in relatively balanced traffic.
Compensation rates provide economic incentive to skew traffic balance.

- Avoids Transaction costs which impose a relatively greater burden on new
facilities-based entrants. (Such costs are not imposed on resellers.)

- Transaction costs could exceed benefits of compensation rate

e An altemative to pure Mutual Traffic Exchange would be to apply compensation
rates only to traffic outside a specified “zone of balance.”

Regulations implementing pricing standards of 1996 Act should reflect a baseline view
or “preferred outcome” and not preclude negotiated arrangements.

Time Warner Communications

June 10, 1996



TELECOMMUNICATION ACT OF 19%6
SECTION 252 PRICING STANDARDS

PRICING

STATUTE STATUTORY |
REFERENCE FACI!,ITIE_S_ | REQUIREMENT STANDARD
SECTION 252(d){1) | INTERCONNECTION 1) BASEi) ON COST TSLRIC
and and

NETWORK ELEMENTS 2.) REASONABLE PROFIT - POLICY
SECTION 25%(d)(2) TRANSPORT & MUTUAL & RECIPROCAL LRIC

TERMINATION RECOVERY OF COSTS BASED ON

(Call Completion) ADDITIONAL COSTS OF CALL

TERMINATION

SECTION 252(d)(3) | FULL SERVICES RETAIL RATES LESS AVOIDABLE WHOLESALE

COSTS
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